














A Warning on the Use of the Cochrane-Orcutt 
Procedure Based on a Money Demand Equation 





Marc J. I. Gaudry 
and 
R. W. Hafer 
 
 







FEDERAL RESERVE BANK OF ST. LOUIS 
Research Division 
411 Locust Street 
St. Louis, MO 63102 
______________________________________________________________________________________ 
The views expressed are those of the individual authors and do not necessarily reflect official positions of 
the Federal Reserve Bank of St. Louis, the Federal Reserve System, or the Board of Governors. 
Federal Reserve Bank of St. Louis Working Papers are preliminary materials circulated to stimulate 
discussion and critical comment. References in publications to Federal Reserve Bank of St. Louis Working 
Papers (other than an acknowledgment that the writer has had access to unpublished material) should be 
cleared with the author or authors. 
Photo courtesy of The Gateway Arch, St. Louis, MO.   www.gatewayarch.comWe  shox cha~  estiwaees  of  ihe eiasricley 05  Jeaand 
for mney In zhe  United Stages  depecd  crucially on which of 
:he  three nin;=a  of  the residual  stJm  of squares  is sele~tea 
by  the Cochrane-Oscu~t  procedure  .n?clkrd  KG  3  mode;  wpich 
conrains a lagged  endoger~okts  varic~ble. T:&c node% canstkcr~tes 
the fPrst &@d  exmpte sf  multiple minims obtaina~le  by  che 
Zcchranz-Orcur:  procedure -  with or ulthou~  a lagged endogeaogs 
varrable --  and  is used  to cauticn agnfr$st ro~crre  use of  ~>~4; 
pracpdure. 